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Investors, Beware of “Dabba Trading!”

Recently the word ‘Dabba Trading’ was in news. The accused were arrested for the same for engaging in
‘Dabba Trading’ and for cheating the Government by not paying various taxes. Newly entered investors are easily
be manipulated by such fraudsters in dealing in such illegal methods on the premises of earning maximum profits
in minimum time, Dabba trading is one of the illegal method which is used time by time

Whatis Dabba trading?

Dabba trading is an illegal form of trading in shares, where operators of such trading rings allow people to trade in
equities outside the stock exchange platform. In this practice, traders bet on stock price movements without
incurring a real transaction to take physical ownership of a particular stock as is done in an exchange. This results
in gambling centred on stock price movements, which is illegal and unregulated.

For example, an investor places a bet on a stock at a price point, say 310,000. If the price point rose to 315,000,
he/she would make a gain of 5000. However, if the price point falls to 900, the investor would have to pay the
difference to the dabba broker.

Thus, it could be concluded that the broker’s profit equates the investor’s loss and vice-versa. The equations are
particularly consequential during bull runs or bear market

Legality of Dabba Trading in India:

Securities and Exchange Board of India (SEBI) has declared Dabba Trading illegal in India under Sections 3

&amp; 4 of SEBI Prohibition of Fraudulent and Unfair trade practices. The Securities Contract (Regulation)

Act, 1956 prohibits the trade in shares of companies between people outside the recognized exchanges.

It is recognised as an offence under Section 23(1) of the Securities Contracts (Regulation) Act (SCRA), 1956

and upon conviction, can invite imprisonment for a term extending up to 10 years or a fine up to 325 crore, or both.

Also, since the transactions take place in the regulatory outreach, the profit earned from dabba trading is not taxable.

SEBI and NSE have cautioned investors and traders about Dabba traders and advised them not to indulge in these

kinds of acts as these activities are not regulated and the individual will be responsible for his/her actions.

*  Whatprecautionary steps can you take to save yourself from these fraudsters?

1) Trade only through recognized stockbrokers or brokerage firms that are registered with the SEBI.

2) Check the credentials of the broker or firm before investing, and verify their registration with SEBI.
Before starting trading, you need to open a Demat account in which your KYC has to be done by the
broker. Make sure that the procedure is followed.

3) Do not engage in cash-based transactions or transactions that do not provide a proper record of the
trades executed, as any cash-based transactions to buy stocks of listed companies are not allowed by
the SEBI.

4) Conduct thorough research on the company or asset you plan to invest in, and avoid investing in
unregulated or unlisted securities. Making well-researched and informed financial decisions helps
you in keeping your money safe from any kind of fraud.

5) Stay informed about the latest market developments, regulatory changes, and trading practices by
following trusted financial news sources. Always verify the information from the official website of
SEBI.

6) Avoid trading with unregulated brokers or traders who promise guaranteed returns or use high-
pressure tactics to convince you to invest. Remember that the stock market is volatile and no one can
guarantee you a return.

7) Report any suspicious trading activity or fraudulent practices to the relevant authorities, such as SEBI
or the local police. (Investors can use SEBI’s online Platform SCORES to file an online complaint or
canreport on any exchanges website online)
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INVESTORS RELATED DEVELOPMENTS IN CAPITAL MARKET
MONTH - JUNE 2023

(Courtesy: BSE IPF/SEBI)

>  Online processing of investor service requests and complaints by RTAs

Investors holding physical security certificates are required to submit various documents to the RTAs
with respect to various service requests such as ;

a) Intimation of / updation of /change in Permanent Account Number, Nominee, Bank details,
Contact details, Signature, Name etc.

b) Processing of investor requests(Duplicate security certificates, folio consolidation, transmission,
transposition etc.)

c) Services through depository participants such as dematerialization, re-materialization etc.

SEBI has vide its circular dated June 8, 2023 proposed to digitize this process in two phases and provide a
mechanism for the investor to lodge service requests and complaints online and thereafter track the status of
the same which would inter-alia.

In this direction, SEBI has advised all RTAs to set up a user-friendly online mechanism or portal for
processing service requests/ complaints of investors related to their companies.

The aforesaid online system/portal shall be implemented by RTAs from June 01,2024.

While transferring the business from one RTA to another, the listed company shall ensure that the new
RTA is in compliance with the provisions of this circular.

Impact on Investors: This facility will help investors to lodge their service requests and or any complaint
against the listed companies through online mode which is always convenient and cost effective. Further,
investors can track the progress of their request/complaint which can enable follow-up and early closure to
them.

Link of the circular https://www.sebi.gov.in/legal/circulars/jun-2023/online-processing-of-investor-service-
requests-and-complaints-by-rtas 72363.html

> Upstreaming of clients' funds by Stock Brokers (SBs) / Clearing Members (CMs) to Clearing
Corporations (Ccs)

With a view to safeguard clients' funds placed with Stock Brokers (SBs) / Clearing Members (Cms), SEBI has
now vide circular dated June 8, 2023 decided to require upstreaming of all client funds received by SBs/CMs
to the Clearing Corporations (CCs). As per the framework, no clients' funds shall be retained by SBs/ CMs on
End of Day (EoD) basis. The clients' funds shall all be upstreamed by SB/ CMs to CCs, only in the form of
either cash, lien on FDR (subject to certain conditions enumerated in the circular), or pledge of units
of Mutual Fund Overnight Schemes (MFOS).

The provisions of this circular will come into effect from September 1, 2023.

The details of the framework are mentioned in the circular whose link is provided below.

Impact on Investors: This is a major change brought by SEBI to protect the funds of investors from possible
misuse by certain SBs / CMs. The client funds will stay more secure in the control of Clearing Corporations
ofthe Exchanges.

Link of the circular https://www.sebi.gov.in/legal/circulars/jun-2023/upstreaming-of-clients-funds-by-
stock-brokers-sbs-clearing-members-cms-to-clearing-corporations-ccs- 72380.html



> Trading Preferences by Clients

SEBI has earlier prescribed trading account related details, which clients would need to provide while
opening a trading account with a stock broker wherein clients need to provide trading preferences by giving
separate authorization/letters in case they want to trade on different stock exchange for the same segment or
on different segment.

SEBI has vide circular dated June 21,2023 decided to standardize the formatof "Trading Preferences" in
order to ensure that clients are permitted to access all the stock exchanges in which the stock brokers are
registered for the same segment.

Accordingly, all stock brokers are now mandated to register their new clients on all the active stock exchanges
after obtaining the trading preferences as per the aforementioned format. For existing clients, the
stockbrokers are mandated to offer them access on all the active stock exchanges for the segments already
opted by them, as a default mode, within three months from the effective date of the circular and inform
their respective clients through email / SMS. Clients shall be given achoice toopt out of suchaccess
by providing negative consent in this regard. Further, the stockbrokers shall activate / deactivate the
segments based on the preference of the clients.

The provisions of this circular shall come into force with effect from August 01,2023.

Link of the circular  https://www.sebi.gov.in/legal/circulars/jun-2023/trading-preferences-by-
clients 72892 .html

Impact on Investors: With this SEBI has made the process of giving trading preferences across all Exchanges
and segments within, simple and standardized. This will definitely benefit the investors, as hitherto clients
were being offered only one Exchange by default.

> Trading supported by Blocked Amount in Secondary Market

In its continuing endeavour to provide protection to the investors from the default of member(s) SEBI has
decided to introduce a supplementary process for trading in secondary market based on blocked funds in
investor's bank account, instead of transferring them upfront to the trading member, thereby providing
enhanced protection of cash collateral. Under this proposed framework, funds shall remain in the account of
client but will be blocked in favour of the clearing corporation ('CC') till the expiry date of the block
mandate or till block is released by the CC, or debit of the block towards obligations arising out of the trading
activity of the client, whichever is earlier. Further, settlement for funds and securities will be done by the CC
without the need for member to handle the client funds and securities.

The features of the detailed framework are provided in the SEBI circular dated June 23, 2023 at the link given
below.

Link of the circular  https://www.sebi.gov.in/legal/circulars/jun-2023/trading-supported-by-blocked-
amount-in-secondary-market 73071.html

Impact on Investors : With this feature being introduced by SEBI in respect of funds movement from the
accounts of investors against their settlement obligations in the Secondary Market, SEBI has ensured that
funds are moved in and out from client's bank account to the bank account of Clearing Corporations and thus
eliminating the handling of clients funds / securities by the stock brokers. Secondly, this is an optional facility
available to the investors and thus they can continue with the existing practice of routing the funds from
members' accounts if they desire so.
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RIGHTS AND OBLIGATIONS OF INVESTORS

(Annexure-2 by SEBI)
(Courtesy- Security and Exchange Board of India)

Rights of Investors
® (Get Unique Client Code (UCC)allotted from broker.

® Get a copy of KYC and other documents executed from
intermediary.

Get trades executed in only your UCC.

Place order on meeting the norms agreed to with the Member.
Get best price.

Get the contract note for tfrades executed.

Ask the details of charges levied.

Receive funds and securities on time.

Receive statement of accounts from trading member.

Ask for settlement of accounts.

Get statementsas per agreed schedule.

Obligations of Investors

Execute Know Your Client (KYC) documents and provide
supporting documents.

Understand the voluntary conditions being agreed with the
trading member-.

Understand the rights given to the Trading Members.
Read Risk Disclosure Document.

Understand the product and operational framework and
deadlines. Pay margins in time.

Pay funds and securities for settlement in time.

Verify details of trades, Verify bank account and DP account for
funds and securities movement.

Review contract notes and statement of account.

Disclaimer : - The illustration are merely indicative in nature which should not be construed as investment advice
and neither ensure you profits nor protect you from making a loss in declining market.

INVESTOR PROTECTION THROUGH EDUCATION

Published by Mr. Prakash Shah on behalf of Investor Education & Welfare Association. Printed at Gurudeo Printers, Mumbai.



	Page 1
	Page 2
	Page 3
	Page 4
	Page 5
	Page 6
	Page 7
	Page 8

